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S u m m a r y  o f  C u r r e n t  S y s t e m
P i l l a r  1 P i l l a r  2 P i l l a r  3

Type: ♦  Defined-benefit ♦  State Earnings Related
Pension System
(SERPS)

♦  Defined benefit

♦  Private Pension Plans –
Occupational or
Personal Pensions

♦  Defined contribution or
defined benefit

♦  Additional
contributions for
SERPS and private
pension plans

Participation: ♦  Mandatory ♦  Mandatory ♦  Mandatory ♦  Voluntary

Management: ♦  Publicly-managed ♦  Publicly-managed ♦  Publicly-managed ♦  Privately-managed

Financing: ♦  PAYGO ♦  PAYGO ♦  Fully-funded ♦  Fully-funded

Coverage: ♦  All employees ♦  All employees above
LEL

♦  All employees ♦  Participating
employees

Eligibility: ♦  65 years for men and
60 years for women
with fulfilled minimum
contributions

♦  65 years for men and
60 years for women
with fulfilled minimum
contributions

♦  65 years for both men
and women following
40 years of
contributions

♦  65 years for both men
and women

P r o b l e m s  L e a d i n g  t o
P e n s i o n  R e f o r m

! Low standard of living for retirees

! Growth of State pension system

! High cost of maintaining old system

S u m m a r y  o f  t h e  C u r r e n t
S y s t e m

The pension system in the United Kingdom has three
pillars.  The first pillar is the Basic State Pension
(BSP) which provides pensions to all workers who
meet the minimum contribution requirements.  The
BSP is financed on a pay-as-you-go (PAYGO) basis.
National Insurance contributions are collected from
employers and employees to finance the BSP. The
contribution rates are structured to be proportional to
earnings. The retirement age for BSP benefits is 65
years for men and 60 years for women. In order to
obtain the full BSP, nine-tenths of the individuals
working life must be qualifying years. Generally this
is 44 qualifying years for men and 39 qualifying years
for women. If an individual does not fulfill the full
pension requirement, a reduced rate pension may be
obtained. In addition to the BSP, low-income
individuals may be eligible for additional support by applying
to a means-tested welfare program.

The second pillar is a mixture of state and private pension
plans. Participation is also mandatory for this pillar.
Employees however have the option of choosing either the

state system or the private system with which to affiliate. The
State Earnings Related Pension Scheme (SERPS) is provided
by the state. To participate in SERPS, workers must earn
above a certain level of income, that is, above the Lower
Earning Limit. Self-employed individuals only have the
personal pension plan option.
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SELECTED INDICATORS

Year

Demographic 1998 2020

Total Population (in thousands) 58,970 60,177

Life Expectancy at Birth (Years) 77.19 80.26

Total Fertility Rate (Child Born per Woman) 1.7 1.6

Age Dependency Ratio (Percent) 34.0 43.8

1980-2000 2000-2020

Average Annual Rate of Population Growth (percent) 0.3 0.1
Source: U.S. Bureau of the Census. International Data Base.

Economic 1996

GNP (PPP in billions)1 1,173.3

GNP Average Annual Growth Rate, 1995-1996 (percent)1 2.6

GNP Per Capita (in PPP)1 19,960

Inflation Rate (percent)2 2.9

Labor Force Participation Rate (percent)3 49.9

Unemployment Rate (percent)3 8.2
Source: 1World Bank; 2IMF; 3International Labour Office.

Pension 1997

System Dependency Ratio (percent)1 40.4

Employee Contributions for Pensions (percent of earnings)2 Varies

Employer Contributions for Pensions (percent of payroll)2 Varies

Public Pension Spending as % of Government Spending n/a

Public Pension Spending as % of GDP, 19951 9.9
Source: 1World Bank; 2U.S. Social Security Administration.

Under the private second pillar, employees may choose
between occupational pension schemes offered by employers
or personal pension plans. Employers and employees who
“contract-out” of SERPS may have a portion of the payroll tax
rebated and then deposited into a personal pension fund.
Occupational pension plans may be established as either
defined-benefit or defined-contribution plans. Personal pension
plans are generally defined-contribution schemes. By 1997, 73
percent of employees (or about 5.6 million individuals) were in
private plans, leaving the remaining in SERPS.

The pension system also has a voluntary private third pillar
where employees are may contribute additional amounts to
SERPS or personal pension plan.

Problems Leading to Pension Reform
Pension reform efforts began as early as 1985 and revisited in
1995 were an effort to curtail the growth of the state pension

system. Pension benefits decreased from 60 to 50 percent from
1980 to 1990. With a 60 percent real increase in the number of
retirees between 1979 and 1995, the standard of living for
increasing number of retirees decreased. The level of pension
spending reached approximately $64 billion for 1996/97 and
was predicted to have reached even higher levels had the
option to contract out of SERPS not been available.

The demographic shifts occurring in Britain affects the
pension system. The number of elderly individuals is expected
to increase by one-third due to the aging of the baby boomers
and the improvements in life expectancy. Over three
contributions support every pensioner, however this figure will
be close to two contributions for every pensioner by 2040.

Pension Reform Efforts
The government has introduced a new framework for pensions
called Partnership in Pensions. This framework seeks to
address the unmet needs of the labor market and ensure that
citizens have the opportunity to garner decent income during
their retirement years. The government has proposed replacing
SERPS with a new Second State Pension. This effort is
intended to assist individuals who do not have access to
private pensions due low earnings or are not employed; and
support moderate earners in building better second pensions,
with as many joining private pension plans.

The government is also encouraging the development of
stakeholder pension plans for individuals without occupational
pension plans, self-employed workers, part-timers, or those
who are below the LEL. Stakeholder pension plans offer
portability and low administration costs. These pension plans
would be available on a voluntary basis to everyone. In
addition, the government intends to ensure that consumers
have adequate information and understand their pension plans,
and to encourage the savings.

Pension Reform Efforts by Pillar

P i l l a r  1 P i l l a r  2 P i l l a r  3

Papers issued on state
of pension systems " "

Formulation of
proposals " "

Development of draft
legislation " "

Introduction of
legislation by
parliament

" "

Review of legislation
by parliament " "

Passage of legislation
by parliament " "

Implementation of
legislation " "

GOVERNMENT S PENDING BY  S EC TOR, 1995
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Source: U.S. Bureau of the Census. International Data Base.


